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ECONOMIC INDICATORS 


Exchange Rate US $1.00 = 625 rupiah 
1979 


% 
1977 1978 Change Estimate 


134 136 2 139, 
45,0741 50,297 51,200, 
3361 372! 368 
100 141, 


112 
Money Supply ($ million - Dec. 31) 4,835 3,908 4,800° (Nov.) 
Foreign Investment Approvals 


( 456 657 _ 481 (11mos.) 
Net Foreign Exchange Reserves 
($ million - Dec. 31) 2,432 2,580 4,140 
External Official Debt 
(Disbursed - $ million,- Dec. 31) 11,523 13,038 13,650 
Debt Service ($ million)* 987 1,299 1,240 


Actual Actual Estimate 


5,178 5,554 55587 
5,197 5,173 5, 644 
8,519 8 ,636 8,775 
1,777 1,999 2,409 


651 708 1,597 
- 690 -1,155 508 
10,860 11,353 15,457 
(7,353 (7,374) (10, 096) 
(3,507) (3,979) (5,361) 
9,254 11,189 
(1,490) (1,711) (2,400) 
(7,241) (7,543) (8,789) 


3,011 2,962 
28 5 
777.1 832.2 
12.5 12.4 


1 at old exchange rate of US $1.00 = 415 rupiah 


2 at new exchange rate (effective November 15, 1978) of US $1.00 = 625 rupiah 


3 A new Consumer Price Index covering 150 items in 17 major cities, 


base 100 April 1977-March 1978 
4 Goverrment Debt, excludes debt of state corporations including Pertamina 
> Indonesian FY April 1 to March 31, in $ million (source: FY80/81 Budget) 
© calculated at weighted exchange rate, 494 rupiah = US $1.00, for FY78/79 


7 Calendar years 1977 and 1978, first three quarters 1979 based on Indonesian 
Central Bureau of Statistics figures 





SUMMARY AND INTRODUCTION 


Nineteen seventy-nine was a watershed year for the Indonesian 
economy as it successfully weathered the unsettling consequences 

of a major currency devaluation and then saw its financial 

position greatly improved by expanding export earnings, largely 
resulting from the doubling of world petroleum prices. New oppor- 
tunities to attract foreign investment have appeared. Overall 
growth last year was greater than expected, but at the same time 
the Government maintained tight credit and fiscal reins to restrain 
great inflationary pressures. At year's end inflation had 
moderated and the Government announced an expansionary budget 

(up 52%) which should provide a substantial new stimulus, and the 
beginnings of a number of new or expanding development projects 

and programs are expected. Overall prospects for the economy are 
favorable as foreign exchange constraints are not expected to be 

a significant factor in the near term. For the future, the new 
exchange position provides the Government with a more extended 
breathing spell to begin to apply its resources and institutional 
capabilities to the longer term development problems which it faces. 


U.S. exports to Indonesia rose to nearly $1 billion last year 
and prospects for increasing sales are good as a number of major 
capital projects, particularly in the petroleum and petrochemical 
sector, are in advanced stages of planning. Slack in invest- 
ment levels in recent years is a matter of considerable concern 
to policymakers as a major goal of the current Five-Year Plan 

is to expand the private sector and promote export-oriented and 
labor-intensive industry. The Government is now looking to ways 
to provide clearer guidelines and more encouragement to the 
potential foreign investor, some of whom are hesitant to make 
the plunge. 


MIXED TRENDS IN THE ECONOMY IN THE AFTERMATH OF DEVALUATION 
“AND WORLD OIL PRICES INCREASES -- IMPORTS REMAIN HIGH 


At the beginning of the Third Five-Year Plan (Repelita III) last 
year Government planners and the international agencies had 
forecast an era of more modest economic growth from 1979 on. 
Both budgetary and balance of payments stringencies were anti- 
cipated, as oil production declined, and limited prospects for 
early export expansion were foreseen in other products. 

Events have overtaken the planners. 


The two major developments in the economy in 1979 have been the 
adjustments to the November 1978 devaluation and the great and 
unexpected increase in export earnings due above all to oil 





prices which doubled by the beginning of 1980. Export earnings 
for the current fiscal year are expected to reach $15.5 billion. 
The 33.6% devaluation had not been received with much popular 
acclaim and there was considerable uncertainty as the Government 
initially attempted various price and other controls to limit 
the inevitable inflationary impact. After considerable uncer- 
tainty, a number of the restrictions were gradually relaxed, 

and planned price increases in food, fuel and other basic con- 
modities were permitted to provide the necessary incentives to 
producers while reducing burgeoning government subsidies, 
particularly for rice and kerosene. At the same time the monetary 
authorities instituted an especially stringent tight money and 
restrictive bank credit policy to further dampen inflationary 
pressures. These measures were successful by the year's end 

and inflation which had exceeded 3% a month fell back to 

.87% in December. 


The business climate at present is mixed. As a result of the 
combination of the strict monetary measures and other government 
policies, in the main the devaluation is considered an initial 
success by Indonesian Government criteria. Inflation has been 
dampened, and adjustments to new price and wage levels have been 
achieved with only limited, short-term disruption. Export-led 
growth has provided a buoyant economy in Sumatra and Kalimantan, 
where the plantation and timber industries predominate. At the 
same time there are initial indications of growth in several 
labor-intensive exports. Preliminary figures available for the 
first nine months of 1979 show the following export levels for 
certain of these products: leather & prod. -- $32 million (+110%); 
garments -- $40 million (+340%); electronic parts -- $70 million 
(+170%); timber -- $1,200 million (+80%); fruits and vegetables -- 
$55 million (+300%); and fish -- $158 million (+26%). 


On the other hand investment levels, domestic and foreign, 
continue to be depressed due both to monetary policy and unclear 
objectives in the investment promotion and approving mechanisms. 
There is as yet relatively little evidence of new jobs and 
expansion of industrial and plantation facilities to take 
advantage of the more favorable labor cost situation and new 
export possibilities. To be sure, investment decisions do not 
usually take place quickly and final judgments on the impact 

of devaluation cannot be made for several years. 


Of particular importance to U.S. exporters is the fact that the 
devaluation did not result in an anticipated substantial decline 
in imports. Preliminary data on imports for the first nine 
months show a decline of only 2% to $4.87 billion, compared to 
$4.94 billion for the same period in 1978, and the Government 
forecasts a substantial rise in import levels in the current 
fiscal year. U.S. exports have in fact increased by 26 percent. 





BALANCE OF PAYMENTS AND RESERVE POSITION IMPROVED 


Indonesia in 1980 is not under the balance of payments constraints 
that had been anticipated. A current account (goods and services) 
deficit of $1.4 billion had been forecast by the Government for 
FY79/80 and a relatively modest $800 million favorable overall 
balance was expected for the year. However, due above all to 

oil price rises, but also to buoyant export earnings from rubber, 
timber and wood, tin and coffee, total Indonesian exports are 
forecast to rise by $4 billion in FY79/80. The first favorable 
balance on current account in a number of years is now anticipated 
and the overall balance of payments surplus is forecast to exceed 
$1.5 billion. By January 1, 1980, the foreign exchange reserve 
position reached about $4.1 billion, not particularly high in 
comparison to many other major developing countries, but indi- 
cating a comfortable increase of $1.5 bitlion since December 1978. 
Thus reserves now provide a cover for perhaps 6 months of imports. 


It is clear that Indonesia's economic policymakers fully appre- 
ciate from past history the twin dangers of runaway inflation 
and overloading their bureaucratic apparatus with projects that 
cannot be adequately managed. As a consequence in 1979 both 
monetary and fiscal policies and practices were extremely con- 
servative to counter the impact of rapid rise in foreign exchange 
earnings and reserves and devaluation-induced inflation. 

Several choices now face the policymakers as they move into 1980. 
The new 1980/81 budget just announced foresees a massive increase 
in government expenditures of 52% to $16.8 billion, with an 
important element being a 50% average increase in government 
salaries. Development expenditures are also scheduled to rise 
very substantially. However, cognizant of the inflationary 
pressures generated by the budget the banking authorities are 
expected to keep a close watch on price trends and have indi- 
cated they will "pursue a judicious policy of managed expansion 
of bank credit". The Government will strive for a monetary 
policy designed to support high priority economic activities. 

If successful, the trade and investment climate should surely 
become more attractive in 1980. With mounting oil prices 

and a favorable market for other products a continued rise in 
foreign exchange reserves in the near term is anticipated. 


PETROLEUM CONTINUES TO DOMINATE THE ECONOMY 


The short and medium term prospects for Indonesia have been 
markedly improved by the post-Iran decisions on oil prices 
which have increased the price of Indonesia's Minas marker 
crude from $13.90 to $27.50 at the beginning of 1980. 





Net foreign exchange earnings during the current fiscal year 
(FY79/80) from petroleum and LNG are expected to exceed last 
year's by over $2.6 billion. However, the moderate decline 
in oil production continues, and 1980 production is unlikely 
to exceed the current 1.57 million barrels per day. Total 
exports of petroleum averaged about 1.15 million insite: 

about one-third of which went to the United States. Indonesian 
crude exports are expected to decline slightly in 1980. 

Earnings from LNG exports, however, doubled in 1979 to over 

$500 million and should continue to grow in the future as 
Indonesia has several large LNG expansions on the drawing boards. 
With continued rapid increases in domestic consumption the 
volume available for export each year diminishes. Pertamina, 

the state-owned oil company, is striving mightily to reverse 
this downward trend. Exploration and development activities 
have substantially increased this year as Indonesia has looked 
like a much more attractive field for foreign oil companies 

in the wake of Middle East uncertainties. Pertamina has put 

up for bid numerous exploratory blocs in the South China Sea, 

in Sumatra and Irian Jaya and has found heightened competitive 
interest by a number of foreign companies, including several 
American firms, seeking to expand their operations in Indonesia. 


The new oil prices will certainly provide a breather from the 
foreign exchange stringency which Indonesia's planners had 
anticipated in 1979 and beyond. However, it has only bought 
time to permit Indonesia better to apply its resources and 
institutional capabilities to the very serious longer-term 
development problems which it faces. High on their agenda 
must be diversification of energy sources to extend the avail- 
ability for export of Indonesia's limited petroleum resources. 


_ MINERAL SECTOR OFFERS NEW OPPORTUNITIES 


Non-oil minerals continue as the fourth largest foreign exchange 
earner after petroleum/gas, timber/wood products and rubber. 
Export earnings in 1979, due to favorable prices of tin and 
improved position of copper and nickel, should reach over $500 
million, of which tin accounted for over two-thirds. Currently 
the world's fourth largest tin producer (27, 700 tons) 

Indonesia has considerable potential for growth due to its 
extensive reserves and large unexplored but likely sites in 
offshore Sumatra. A gradual expansion of production, mainly 

by the state tin corporation, is underway with several new 
offshore dredges in operation or on order. Major current concern 
is the recently passed U.S. tin disposal legislation which the 





GOI fears will depress near-record high tin prices. The expan- 
sion of Freeport,Indonesia's copper mine,is apparently moving 
ahead satisfactorily in a very difficult mountainous region of 
northeast Irian Jaya, but a long-proposed nickel mine on Gag 
Island, offshore Irian Jaya, is a long way from starting con- 
struction. The hydroelectric portion of the Japanese-sponsored 
Asahan aluminum complex in northern Sumatra is moving ahead. 
The downstream elements of the Asahan project are still in 
tender review and study phases but most contract opportunities 
are tied to Japanese-source supplying. Indonesia plans to 
give major emphasis to coal and geothermal energy as a means 

of preserving its high-priced petroleum for the export market. 
The $2 billion Bukit Asam/Suralaya coal mine, railway, port 

and thermal electric complex in southern Sumatra and West Java 
is in advanced planning stages, with World Bank and Asian 
Development Bank financing but other external financing is 
still required. Proposed foreign coal concessions in Sumatra 
and Kalimantan have been considered by foreign companies but 
incentives offered reportedly have not as yet proven attractive. 
Large areas of Indonesia still have not had detailed geological 
surveys and given the mineral wealth already discovered and 
developed, prospects for valuable new deposits appear auspicious. 


INVESTMENT CLIMATE -- CLARIFICATION AWAITED 


Major goals of the devaluation and the current development plan 
have been to encourage structural shifts in the economy away 
from overdependence on extractive industry and toward a more 
broadly-based private sector-led industrialization accompanied 
by massive employment generation. At the same time major 
portions of the economy -- plantations, fertilizer and oil-based 
industry -- will remain largely in the state sector. The plan 
envisages a greater role for both domestic and foreign private 
investment to help achieve its growth objectives. New invest- 
ments in the outer islands and on Batam Island, close to 
Singapore, are encouraged. Additional incentives for Indonesia 
to move rapidly into industrial expansion are offered by recent 
wage cost factors in Korea, Taiwan and Singapore (and explicit 
government policy in the latter) which are causing a major 
exodus of labor-intensive component and assembly operations. 
With rapid growth rates, increasing levels of prosperity and 
generally stable governments in the entire ASEAN region, 
Indonesia is now receiving heightened interest as a potential 
foreign investment site. 


While interest of American and other oil companies in expanding 
operations is high, investment in non-extractive sectors, 
governed by a separate approval process, shows a mixed picture. 





The Government has carried out a number of studies of the 
investment climate and the need for increased incentives. 
Existing formal and financial incentives for new foreign ven- 
tures are believed by most observers to be comparable to other 
nearby countries. Freedom from foreign exchange restrictions 
and from limitations on repatriation of earnings are attractive. 
However, foreign investment levels in recent years have been 
disappointing. In 1979 new foreign investment projects approved 
by the Capital Investment Board (BKPM) (aside from the Japanese- 
sponsored ASEAN fertilizer project in Aceh, Sumatra) amounted 

to only about $100 million, a new low. On the other hand, 

most American firms already operating in Indonesia have found 
operations highly profitable and a number have very substantial 
expansion plans on the drawing boards or underway. New domestic 
investment is also depressed, due in considerable measure to 
tight money and credit policies, as well as limited purchasing 
power of much of the population. 


In the experience of U.S. firms the major hindrances to greater 
investment in Indonesia and on industrial growth result from a 
combination of factors. One is lack of zeal and patience on 

the part of many potential American and other foreign investors 

in carefully investigating the special characteristics and oppor- 
tunities of this often difficult but very large and only partially 
tapped market. Some firms find ambivalence at the Investment 
Board as well as lack of clear-cut government policy and procedures. 
Many foreign investors are holding back awaiting the expected 
government decisions -- on priority areas open to foreign 
investors, and more explicit guidelines on sole-ownership and 
plantation land tenure -- which are crucial for some investors 
and projects. Other potential investors expect to be actively 
courted by host governments, as is the case in neighboring 
countries. As mentioned above there is now a rare opportunity 
for countries like Indonesia with low labor costs which wish 
actively to expand into basic component assembly and other 
labor-intensive plants as these industries shift from higher 
cost Asian countries. Whether Indonesia's policymakers will 
move vigorously to attract these industries is not yet clear. 


AGRICULTURE -- FAVORABLE TRENDS, LONG-TERM PROBLEMS 


a 


Despite rapid growth of a modern petroleum and mineral-based 
sector, it should not be forgotten that the vast majority of 
Indonesians are dependent on one acre or less of rice land and 
40% are below acknowledged world poverty levels. Sixty-four 
percent of the population live on the intensively cultivated 
rice growing "inner islands" of Java, Bali and Madura, and a 





high proportion of Indonesia's best agricultural land is 
dedicated primarily to rice production. There have been marked 
gains in total rice production, and substantial improvement in 
productivity per hectare in the last decade. Due to new vari- 
eties, rehabilitation of irrigation systems and vastly increased 
fertilizer consumption, Indonesia's productivity is the second 
highest in S.E. Asia after Malaysia. But it remains the world's 
largest importer of rice. A record crop of 17.5 mmt (million 
metric tons) in 1978 still left a deficit of just over 10% of 
consumption, and the smaller 1979 crop (estimated at 16.25- 
16.75 mmt) required over 2 million tons of foreign rice imports. 
There is no early end in sight for the rice deficits and the 
Government in its current Five-Year Plan (Repelita III) has 

for the first time explicitly acknowledged the need for a 
broader "food production policy" and quietly dropped its goal 

of rice self-sufficiency. 


A variety of government extension and other efforts that had 
until now focussed mainly on rice are gradually being extended 
to other basic food crops. Corn, cassava, soybeans and peanut 
production could be increased substantially if appropriate 

price and other incentives and improved marketing opportunities 
were available. Marginal lands in the rice growing areas and a 
large proportion of the lightly populated “outer islands" 

are often more suitable for certain non-traditional crops as 
well as livestock and a variety of tree crops. Government 
efforts are underway and aid donors are seeking ways to accen- 
tuate these programs. Indeed Indonesia has already experienced 
considerable expansion in plantation development and associated 
processing industries. State plantations in palm oil (mainly 
North Sumatra) and sugar are expanding, and there are new 
projects for increased small holder production of rubber and 
other tree crops. U.S. export opportunities for land clearing 
equipment and for processing machinery should continue favorably. 
Coffee, tea, coconuts and some of the other estate crops, 

mainly small holder tree production, show a mixed picture, 

with buoyant export earnings due to high world prices but 
lagging production levels over a number of years. Assuming 

the producer is a major beneficiary, the devaluation should 

have brought substantially increased profitability and a 
stimulus to expansion for rubber, tea, coffee, cocoa and spices. 
Foreign investors and exporters of appropriate machinery should 
watch trends in this sector closely as there is much land 
available in the outer islands for estate and tree crop expansion. 
The Government is now studying incentives to encourage joint 
ventures and other means of increasing foreign investment and 
participation in the plantation sector. 





IMPLICATIONS FOR THE UNITED STATES 


Based on U.S. trade statistics, two-way trade in the first ten 
months of 1979 between the United States and Indonesia totalled 
$3.8 billion, an increase of $200 million. U.S. exports to 
Indonesia, at $818 million, were up 26% while imports from 
Indonesia were up 2% to $3,050 million. Seventy-four percent 
of U.S. imports from Indonesia were petroleum and petroleum 
products ($2,244 million). Next in importance were: rubber 
($400 million); coffee ($192 million); spices ($30 million) ; 
tea ($13 million); and tin and alloys ($65 million). Major U.S. 
exports to Indonesia were: aircraft ($205 million); organic 
chemical products ($31 million); wheat ($80 million); rice 

($63 million); cotton ($63 million); and engineering and con- 
tracting equipment ($35 million). Despite the slight overall 
decline in imports in 1979, U.S. products improved their 
position substantially last year. This is apparently the 
consequence of a shift toward raw materials and capital goods 
in the aftermath of the devaluation as well as an increase in 
oil exploration and development activities and the long-awaited 
effects of the decline in value of U.S. dollar vis-a-vis other 
major trading currencies. This trend should continue in 1980. 


The recent surge in oil prices affords a cushion both in terms 

of foreign exchange reserves and budgetary revenues; and although 
government eit has been limited to control inflationary 
pressures, the self-imposed financial constraints of the recent 
past may well be loosened before long, opening up greater sales 
opportunities for American traders. 


In order to take advantage of increasing trade opportunities 

U.S. firms are advised to spend some time getting acquainted 
with this market for itself, or in connection with their ac- 
tivities in the rapidly expanding ASEAN region. With Indonesia's 
wide diversity of resources and its varied development, potential 
serious traders should also acquaint themselves with other key 
areas of the country such as Medan in Sumatra and Surabaya, 

East Java. In the end aggressive sales efforts and reliable 
local agents are found to be major keys to success. U.S. 
business executives should also find more aggressive support 

and increased competitiveness from the U.S. Export-Import Bank 
on financing, a critical factor in selling here. A high-level 
Bank Mission visited Indonesia in November 1979. 





dite 
Major Project Decisions Awaited 


Experience has shown that U.S. export levels are highly sensi- 
tive to decisions by the Government and the international 
financial institutions (World Bank and ADB) on major infrastructure 
development projects. The current Five-Year Plan (1978/79-83/84) 
forecast expenditures at the $35 billion level, of which $27 
billion was to be funded by domestic resources and $9 billion 

by foreign borrowing. With the vastly increased resource 
availability due to 1979 oil price increases and general export 
buoyancy, these forecasts of investment capability will surely 
be exceeded. However, the Government maintained a very conser- 
vative spending approach in 1979 and has made very limited new 
commitments. In the meantime plans have moved ahead toward final 
decisions on a number of major projects which are expected to 

be approved in the coming months. Key unresolved questions 

for several of the projects involve the nature and volume of 
foreign participation as the Government generally desires 
borrowing by government entities without providing an explicit 
government guarantee to the lenders. This has made these 
projects unattractive to a number of respected foreign firms, 
banks and export financing agencies such as the U.S. Export- 
Import Bank. 


Among the projects now awaiting final approval by Government 
and financing from potential lenders/partners are: 


Pending Projects* Estimated Cost 


Dumai Hydrocracker Refinery, Saini $800 million 

Olefin Petrochemical Complex, Sumatra” $1 billion 

Aromatics Center/Synthetic Fibers, $450 million 
South Sumatra 


Bukit Asam Coal/Suralaya Power, $1 billion 
Sumatra and Java (World Bank and 
Asian Development Bank assisted) 
Cement, Aceh Rencong, Northern Sumatra $180 million 
Railway Modernization, Sumafra $32.5 million 
Arun LNG Expansion, Sumatra 9 $700 million 
Bontang LNG Expansion, Kalimantan $450 million 
Transmigration (Population Resettlement A series of projects 
from Java-Bali to Outer Islands) -- with no overall cost, 
(World Bank and Asian Development but will exceed $500 
Bank assisted) million over next 
several years 


Geothermal Plant, Central Java $80 million 


1 For further details on these and other projects, see Embassy 
Jakarta airgram A-88, August 13, 1979, available from 
Department of Commerce 


2 GOI sovereign guarantee risk has not been given for these projects 





Even though U.S. private and EXIM financing is unlikely on some 
of these projects, opportunities for substantial equipment and 
engineering contracts are still good, due, in a number of cases, 
to unique or preferred U.S. technology. 


Interested U.S. firms should request from the Department of 
Commerce the Embassy's comprehensive major projects list 
referred to in footnote above. That list, in addition to 
describing the project by name and noting its estimated cost, 
also identifies the funding source, projected agreement/contract 
date, status and the name and address of key contacts for each 
project. In addition, detailed and up-to-date information on 
market prospects and selling in Indonesia can be obtained from 
the Department of Commerce. Particularly useful for newcomers 
to the market are two Commerce publications: ‘'Indonesia: 

A Survey of U.S. Business Opportunities"; and "Marketing in 
Indonesia". Companies will also find the Economic/Commercial 
Section of the American Embassy in Jakarta and the American 
Consulates in Medan and Surabaya valuable sources of informa- 
tion, assistance and advice on doing business in this market. 


An excellent way for firms to gain a foothold in this promising 
market is by participating in one or more trade promotion events 
jointly sponsored by the Department of Commerce and the Embassy. 
In 1980, the following events are planned: 


Type of Event Theme/ Dates 


Trade Mission/Seminars Timber Processing Equipment (September) 


Engineers, Consultants and Architects 
(April) 


Trade Mission Security and Safety Devices (June) 


Trade Exhibition Construction, Mining and Forestry 
Equipment (April) 
Catalog Show Consumer Goods (Medan) -- (April) 


Business Equipment (Jakarta and 
Medan) -- (August) 


Further information on these events is available through the 
Department of Commerce and itsDistrictOffices, and at the American 
Embassy and Consulates in Indonesia. 


% U. S. GOVERNMENT PRINTING OFFICE: 1980—311-056/254 





